U.S. government securities in 1964 by anonymous
US. Government Securities in 1964
INTEREST RATES in the U.S. Government
securities market have shown little net
change so far this year. The market has
continued to accommodate a sizable volume
of Treasury financing operations, as well as
widespread shifts in the ownership of secu-
rities among public holders.
Transactions in the market have contin-
ued to be large; during the first 9 months
they averaged $1.7 billion per day. The
volume was largest in periods of Treasury
financing operations, especially during two
advance refundings. These were carried out
in January, when the refunding was of mod-
erate size, and in July, when the operation
was the most extensive on record.
In the process of supplying reserves to the
banking system to support the expansion of
bank credit and money, the Federal Reserve
System increased its holdings of U.S. Gov-
ernment securities by $1.8 billion net during
the first 9 months of the year. The System
was active in the market throughout the pe-
riod, since it was also offsetting market fac-
tors making for short-term variations in bank
reserve positions. Its total outright transac-
tions amounted to $10.7 billion. Most of
these were in Treasury bills, but purchases
of Treasury notes and bonds were sizable
in August and September.
INTEREST RATES
Following a gradual upward movement in
1963, yields on both government and pri-
vate long-term securities fluctuated in a
comparatively narrow range through Octo-
ber of this year. Yields on high-grade cor-
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porate bonds edged up slightly. Yields on
both U.S. Government and State and local
government issues reached highs in the
spring, but declined a little thereafter.
The fluctuations that occurred in yields
on long-term U.S. Government issues were
in large part responsive to changes in the
expectations of investors and dealers in the
market. Announcement in late February
of an increase from 4 to 5 per cent in the
discount rate of the Bank of England and
final passage of the tax reduction bill in
this country at about the same time con-
tributed to a rebound in long-term yields
here. By late March the average yield on
long-term U.S. Government securities had
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risen to 4.21 per cent, the high for the Janu-
ary-October period. As it became apparent
that the domestic economy was continuing
in its pattern of orderly growth following the
tax cut, market expectations of rising rates
were not sustained. During April U.S. bond
yields backed away from their peak, and
they stayed below it throughout the re-
mainder of the period.
Short-term rates, too, moved narrowly
over the first 10 months of 1964. Early in
the year the 3-month Treasury bill rate was
slightly above the Federal Reserve discount
rate of 3V£ per cent. Following a spurt up
to 3.60 per cent at the time of the increase
in the Bank of England's discount rate, the
bill rate fell back, for a time partly in re-
sponse to a flow of funds into bills as a hedge
against an expected further rise in interest
rates. Then market attitudes stabilized, and
the 3-month bill rate remained below 3.50
per cent until late summer, when it moved
a little above that level.
This upward movement was accompanied
by a mild rise in market rates on most other
short-term instruments, including commer-
cial and sales-finance-company paper and
negotiable time certificates of deposit. The
increases in these rates reflected to some de-
gree the pressures associated with the expan-
sion in business needs for funds during the
late summer and early autumn. In this pe-
riod, banks came under slightly more reserve
pressure and had to obtain somewhat more
of their funds by borrowing from the Reserve
Banks. Such borrowings averaged $320 mil-
lion in September and October, compared
with an average of about $270 million in
the preceding 8 months.
TREASURY FINANCE
The U.S. Government securities market has
readily absorbed all the issues offered to
meet Treasury financing requirements so far
this year. The Government's need for new
cash turned out to be somewhat less than
generally expected. Meanwhile, the contin-
ued substantial flow of savings into long-
term investment outlets made it easier for the
Treasury to undertake two advance refund-
ings with relatively little effect on long-term
interest rates.
Cash budget. Despite the large tax reduc-
tion effective in early March, the Federal
Government ran a seasonal cash surplus of
$5 billion in the first half of 1964. This sur-
plus was little different from that of a year
earlier, but it exceeded market expectations.
For the entire fiscal year ended June 1964
the cash deficit amounted to $4.7 billion.
This was only $700 million more than in
the fiscal year 1963, and was about $1 bil-
lion less than in the fiscal year 1962.
The unexpectedly large surplus in Jan-
uary-June 1964, brought about in part by
reduced expenditures, enabled the Treasury
to make net debt repayments of $900 mil-
lion, as shown in Table 1, and to build up
its cash operating balance by $3.6 billion.
As a result, the Treasury began the fiscal
year 1965 with an operating balance of
$10.2 billion, as compared with $11.3 bil-
lion at the opening of fiscal year 1964. The
earlier balance was larger because of $1.9
billion of anticipatory financing undertaken
in June 1963.
The emergence during 1964 of a cash
position that was more comfortable than had
been expected contributed to the abatement
of the early spring uncertainties regarding
the outlook for domestic interest rates—un-
certainties that had been triggered by the tax
cut and by rate increases abroad. Following
the advance refunding operation in July,
long-term interest rates were also influenced
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NOTE.—"Net cash borrowing or repayment" and "change in
cash operating balance" do not add to "cash deficit or surplus"
because miscellaneous financial items (such as deposits outside
of tax and loan accounts and Federal Reserve Banks) are not
included.
by market expectations that the Treasury
would satisfy the remainder of its financing
needs for 1964 in the short-term area.
Such expectations, at least as they per-
tained to new cash borrowing, were consist-
ent with experience in the second halves of
the preceding two calendar years. In those
periods the Treasury covered its seasonal
needs for cash mainly by selling Treasury
bills, thereby contributing to the mainte-
nance of firmness in short-term rates for
balance of payments reasons.
From the end of June through October
this year, the Treasury raised $4.2 billion
in new cash through net additions to Treas-
ury bills. A large part of these represented
tax anticipation bills maturing in March
1965. In November the Treasury auctioned
a $1.5 billion issue of June 1965 tax antici-
pation bills.
Refunding operations. Although its cash fi-
nancing operations have involved short-term
issues, the Treasury has issued longer-term
securities in both regular refinancing and
advance refunding operations in 1964. In
the first 10 months it marketed nearly $14
billion of bonds due in more than 5 years.
This was roughly $2 billion less than in
either of the two preceding calendar years,
but was above the annual average of about
$7 billion for the decade ended in 1961.
Almost 90 per cent of these longer-term
securities were made available in the two ad-
vance refunding operations.
The advance refunding in July was the
largest of the 10 such operations conducted
since June 1960, when the Treasury first
made use of the technique. Almost $42 bil-
lion of issues maturing in from 1 to 31
months were eligible for the exchange; about
$27 billion of these were held by the public
—that is, by other than Government invest-
ment accounts and Federal Reserve Banks.
The public accounted for virtually all of the
$9.3 billion that was exchanged; 40 per cent
of the exchange went into the reopened 4
per cent bonds of October 1969, 47 per cent
into a new AVs. per cent issue of November
1973, and 13 per cent into the reopened AVA
per cent bonds of 1987-92.
Such a large exchange, with a major por-
tion of the investors taking the two longer-
term options, added 4.8 months to the aver-
age maturity of the total outstanding market-
able U.S. Government debt. A smaller op-
eration in January, in which $3 billion out
of a total of $25 billion of eligible issues
were exchanged ($15 billion of the total
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being publicly held), increased the average
maturity of the debt by only 1.6 months.
Regular refinancings in February and
May, and especially in August and Novem-
ber, were small insofar as public holdings
were concerned, and were routine in char-
acter. With one exception they involved of-
ferings of only 18- to 30-month notes; the
offering in May, which was the exception,
also included a 4V4 per cent 10-year bond
as one option.
Maturity structure of debt. The lengthening
of the public debt achieved by refunding op-
erations was only enough to keep the aver-
age maturity of the debt from shortening on
balance over the 12 months ended Septem-
ber. Refunding operations just offset the
effect on the debt of the passage of time and
of the concentration of new cash offerings
in the bill area.
Thus, at the end of September, the aver-
age maturity of the total marketable debt
outstanding was 5 years and 3 months, un-
changed from a year earlier. Since holdings
in official portfolios are more concentrated
in short-term issues than are public holdings,
the average maturity of the marketable debt
in public hands—at 5 years and 6 months—
was somewhat longer than for the total and
was likewise unchanged from its year-earlier
level.
There were changes within the debt struc-
ture, however, as Chart 2 shows. The vol-
ume of Treasury bills outstanding rose, but
the increase was more than offset by a de-
cline in coupon issues maturing within a
year. Issues maturing in from 1 to 5 years
also declined, reflecting a reduction in such
debt held by the public as a result of its par-
ticipation in advance refundings. There was
a sharp rise, however, in issues outstanding
in the 5-10 year range, and outstanding
bonds maturing in more than 10 years also
Both TREASURY BILLS and LONGER-TERM




Note.—Public holdings exclude securities held by Federal
agencies and trust funds and the Federal Reserve.
increased. All of the latter increase was in
issues maturing in more than 20 years.
As often occurs, changes in the maturity
distribution of the U.S. Government debt
were not paralleled by changes in the struc-
ture of interest rates. As compared with a
year earlier, average yields on U.S. Govern-
ment securities in October were higher in
all maturity classes, but the largest rises
were in the 1-5 year area, and that was a
maturity sector in which the supply declined.
During the summer there was a slight rise
in rates on long-term U.S. Government se-
curities; this reflected to some extent the
weight of two longer-term securities that
were taken by the public in the July advance
refunding. But by early November such rates
had fallen back to a level just above their
low for the year.
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The summer advance refunding also re-
sulted in a sharp reduction in the volume
of very short-term coupon issues, and this
led to some temporary downward pressure
on bill rates as demand from that part of
the market spilled over into the bill market.
In order to meet this additional demand for
bills, the Treasury increased the supply in
July, chiefly through a $1 billion strip of
bills with an average maturity of 110 days.
Dealer activity and positions. The activity
in the U.S. Government securities market,
and the policies of dealers with respect to
the amount and types of such securities that
they hold (that is, their positions), reflect
demand-supply forces present in the mar-
ket, as well as expectations of likely changes
in such forces.
As Chart 3 shows, dealer transactions in
U.S. Government securities (counting pur-
chases and sales as separate transactions)
rose during 1961 and 1962 and reached a
peak during the advance refunding of Feb-
ruary 1963. Peaks in dealer transactions
normally are associated with Treasury fi-
nancings—particularly advance refundings,
which present investors with a large num-
ber of alternatives and opportunities for
profitable trading.
Thus far in 1964 the reported volume of
dealer activity has generally been about the
same as in the two previous years, except for
the last few months of 1962 and early 1963
when transactions were very large. In those
months activity was stimulated first by ris-
ing bond prices and then by a large advance
refunding by the Treasury. During that pe-
riod, dealer sales of coupon issues to com-
mercial banks and to other investors were
at their highest levels of the past 3 years.
Transactions in coupon issues this year may
have been reduced to some extent by uncer-
tainties concerning prospective interest rate
movements.
Dealer transactions in Treasury bills in
1963 and so far this year have been little
changed from 1962 levels, despite the rise
in bills outstanding. The further rapid
growth in negotiable time certificates of
deposit as an outlet for funds that might
otherwise have been invested in Treasury
bills has in some degree taken the place of
activity in Treasury bills. In addition, com-
mercial banks have made increasing use
of the Federal funds market for short-term
adjustments of their reserve positions,
thereby reducing somewhat the needed fre-
quency of adjustments in their Treasury bill
portfolios.
CONTINUED LARGE dealer activity, with peaks
during Treasury advance refundings
TRANSACTIONS
NOTE.—Transactions data combine market purchases and
sales of U.S. Goyt. securities dealers reporting to the F.R.
Bank of N.Y. Positions data are reported by the same dealers.
Data are monthly averages of daily figures based on the
number of trading days during the month.
As interest rates rose in 1963 and in the
early spring of 1964, dealers tended to re-
duce their positions in coupon issues. At the
time of the July 1964 advance refunding,
however, dealers increased their positions by
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buying an unusually large amount of the
issues offered.
SHIFTS IN OWNERSHIP
The relatively large volume of transactions
in U.S. Government securities has reflected
continued substantial shifts in ownership of
the marketable U.S. Government debt.
Commercial banks are the largest single
class of investor in U.S. Government secu-
rities, and as compared with the holdings
of other groups of the public, their holdings
are also among the most volatile. In the
current upswing banks have sold such secu-
rities, on balance, but their sales have been
moderate as compared with those in previous
expansions. One reason for this has been the
continued relatively large growth in their
deposits, reflecting in part a more stimu-
lative monetary policy. In the first 9 months
of this year, net sales of U.S. Government
securities by banks were less than in the
same period last year, as Chart 4 shows.
Banks have continued this year to lengthen
somewhat the maturity of their portfolios.
Despite the increase in their bill holdings as
a result of purchases in August and Septem-
ber, banks reduced their holdings of Treas-
ury bills and other issues maturing in 5 years
or less by about $6.5 billion on balance dur-
ing the 9 months ended September, and in-
creased their holdings of over-5-year matu-
rities by some $3.0 billion.
Practically all of the increase in longer-
term holdings was the result of participation
in the July advance refunding, in which com-
mercial banks were allotted $5.5 billion of
the new issues. The banks made some subse-
quent sales of these issues, but continued to
hold most of them.
This emphasis by banks on longer-term
securities continues the pattern of the last
2 years, when they switched large amounts
of funds into higher-earning, longer-term
investments, including State and local gov-
ernment securities and mortgages, in an ef-
fort to raise earnings in the face of higher
rates of interest being paid on time and
savings deposits. In September 1961 only
15 per cent of all U.S. Government securi-
ties held by banks had maturities of over
5 years, but by September 1964 this pro-
portion had risen to 27 per cent.
Nonfinancial corporations, like banks,
were net sellers of U.S. Government secu-
rities over the first 9 months of this year, as
in the previous 2 years. Their holdings of
such securities, which are concentrated in
Treasury bills, show sharp seasonal move-
ments, resulting primarily from the quarterly
corporate tax and dividend payment dates.
Over the first three quarters of this year
holdings of Treasury securities by this group
declined by $1.2 billion, about the same
amount as in 1963 but less than in 1962.
In both of those years, however, the 9-month
declines were followed by a rise in holdings
in the last quarter, as corporations invested
in tax bills issued by the Treasury. In conse-
quence, holdings of U.S. Government secu-
rities by nonfinancial corporations have
changed little on balance in recent years. In
part, this reflects their investment of liquid
funds in other outlets, such as negotiable
time certificates of deposit.
In contrast to banks and corporations,
State and local governments have continued
to enlarge their portfolios of U.S. Govern-
ment securities in recent years. During the
first 9 months of this year they acquired
about $1.2 billion net of marketable securi-
ties, more than in the corresponding periods
of the previous 2 years. Pension and retire-
ment funds accounted for part of the rise.
State and local governments have also in-
vested in U.S. Government securities a part
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NOTE.—Based on Treasury Survey of Ownership. Reported commercial bank holdings have been adjusted to include all banks.
of the proceeds from their own new issues,
when these have not been needed immedi-
ately to finance current outlays.
Nonbank financial institutions have made
only small net additions to their holdings of
marketable Government issues since 1961.
The largest net purchases by the public have
been made by "other investors," a group that
includes individuals, nonprofit organizations,
and foreign entities, as well as miscellaneous
investors.
This group has absorbed the bulk of the
securities sold by commercial banks. As the
flow of savings has continued large, demand
for Government securities by this group of
investors has been fairly well sustained, and
banks have been able to dispose of their
holdings with very little net upward impact
on interest rates. Continued sizable net pur-
chases by the Federal Reserve System have
also contributed to this favorable demand
situation.
FEDERAL RESERVE TRANSACTIONS
In its operations the Federal Reserve System
continued in the first 9 months of 1964 to
buy and sell in all maturity areas of the U.S.
Government securities market, as it con-
tinued to supply reserves to the banking sys-
tem in such a way as to minimize downward
pressure on bill rates.
The System made net purchases of $1.8
billion of U.S. Government securities during
January-September, about the same as in the
similar period of 1963 but about twice as
much as in 1962, when reserve absorption
from outflows of currency into circulation
and from a decrease in Federal Reserve float
had been less. As compared with the previ-
ous 2 years, the System in 1964 made some-
what smaller purchases of coupon issues;
purchases of Treasury bills, on the other
hand, were larger than in 1963, while in
1962 the System had sold bills on balance
over the January-September period.
The System's gross transactions in se-
curities (excluding repurchase agreements)
were some six times as large as net purchases.
More than 90 per cent of these transactions
were in Treasury bills, as the System acted to
offset the impact on bank net reserve posi-
tions of short-term fluctuations in such fac-
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tors as float, currency in circulation, and
required reserves.
Gross transactions in coupon issues ma-
turing in more than a year amounted to $843
million in the first 9 months of 1964. All
were purchases. About $750 million repre-
sented purchases of issues due within 10 •
years, divided about equally between issues
maturing in 1 to 5 years and in 5 to 10 years.
The bulk of the purchases of coupon is-
sues occurred in August and September,
when their reserve effect was offset in part
by System net sales of Treasury bills. In
early August such Systerr) operations offset
some of the downward pressure on bill rates
associated with the July advance refunding.
Then, as the economy entered the fall sea-
son, the System made further purchases of
coupon issues. This contributed slightly to
the rise in bill rates during this period, when
upward rate pressures are normally gener-
ated by market forces. In addition, such
purchases contributed to a further reduction
in dealer holdings of coupon issues. Dealers
had built their holdings to record levels in
the July advance refunding and increased
them further in the relatively small August
refinancing.
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